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‘ Innovation has been centricto many corporations around the world. Whether it was the invention of the steam

engine, or the discovery of oil, innovations have driven multiple revolutions before. However, the speed of
adoption of novelty was different fromwhat the world witnessed during the ongoing Covid pandemic —the
scientific community around the world started multiple programs, exchanged information at various stages of their
vaccine discovery programs, governmentsworked out faster vaccine approval programs, hospitals pulled in their
own resources to test and be ready for side effects, etc. The finalconsumer was alsoreadyto putin his or her
time, and change (consumption) habitsin the interim. In other words, the entire value chainworked together to
find a solutionwith the best and fastestchance of success.

Climatechangeis perhaps another ticking alarm, and therefore the cycle of innovation by companies cannot
be slow or siloed. For example, the call for functional circular value chains has never beenlouder. Various
governments aroundthe world have announced theirintentto penalize linear-only value chains, and we are
seeing many companies across mostindustries trying to be compliantahead of time. And although most of the
companiesaround us are well adept at product and systeminnovation, circular transformation still presentsa big
challenge. One of the factors is that such a transformation affectsthe complete value chainand not a single
segmentof the ecosystem.

Take packagingas an example. Eventhough a retail-consumer-facing brand may want to switchimmediately to
packaging originating from recycled streams, it has many questions to answer before it can take the plunge. A
few of these questions are:
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How will therecycled
content impact the
guality of packaging?

The packaging quality will
definitely be impacted
because of recycled content;
however, in certain casesthat
negative impact on
mechanical attributes may be
countered by the addition of
other high performance
materials. The residualimpact
may only be aestheticin
nature whichmay be a
preferencenotaneed. A
thorough assessment of
needs acrossthe value chain
and available resourceswill
help to distinguishthe true
needs from wants.
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Will the recycled content
impact the packaging
speed and will additional
capex be needed to
offset that reduced
capacity?

An impact assessment
check should not be limited
to the apparentand
immediate properties; itis
the lateral and secondary
iImpact which oftenplays a
crucial role in swingingthe
readiness and willingness
of the value chain players
—in this case, that of the
brand owner.
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What is the cost impact
of recycled packaging
on the overall cost of
packaging?

Evenifthe value chainis ready
to acceptthe transformation, itis
important to determine which
players would shoulderthe cost
of the transformation. The cost
may be spread acrossthe value
chain or passed onto the final
consumer as a higher product
price. Inthe latter case, itis
essential to identify the markets
where the consumers are willing
to pay that additional price for
more sustainable product.
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Similar
causal nests
canbe
established
for other
sectors as
wellwhich
want to
transformto
circular
value chains
—for
example,
the fashion
industry or
the furniture
industry.



An early transformation will presenta competitive advantage in the marketand therefore
warrants significant investment. However, a successful return on that investment will not just
depend on the innovator and the rest of the value chain but also the consumer. The
consumer will needto be informed enough about the necessity of circularity as a tool to fight
the waste issue, and will need to consider the overall carbon footprintas a part of their
purchase decision. The consumer may also consider the overall product carbon footprint
beyond the packaging.

Going beyond the consumer, the true success of a circularity-intended transformation also
hinges on the waste managementpart of the value chain. A switchto recyclable packaging
does not often guarantee thatthe material will be recycled. The waste collection and sorting
part of the value chainneedsto be well established to effectively utilize the fruits of the
innovation dollars spent on introducing recyclable packaging.

It is thereforeimportantfor companiesto test their ideas for theirimpact acrossthe
value chain —both upstream and downstream of their process —to establish the need
and willingness to change ifthey wereto adopt the modified product.ltis also
importantto do this value chainreadiness check early enoughinthe process so as
to adaptyour innovation stream to causethe least pressure onthe existing
processesof your value chain partners.

The successofany
circular
transformationalidea
dependsonits
Impact on various
players acrossthe
value chainandis
often attributed to
more than one value
chain segmentata
given industry.
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One way to address information exchange across the value chainis by forming research
consortiums or business partnerships. For example, Solvay partnered with Veoliain its initiative to
advance metal extraction during battery recycling. ExxonMobil recently announcedits partnership
with its customer Selene Group to advance the latter’s project on recycle-containing Heavy Duty
Sacks. Partnerships can also be noticed between brand owners and recycling companies - the
association provides a perspective to the brand owner on the recycling/ sorting challenges and
they can identify the true transformation bottleneck.

The value chain readiness exercise should enable the product developer to be better prepared
while performing a cost-benefit analysis and determining the feasibility and probability of success
of the new offer. A readiness check should uncoverthe salient features required by the market to
have the ability to change and be willing to change. These points can be used by the development
team to consider during designing and the launchteamsto factor into their partner negotiations.

It is perhaps the fact thatthe success of a ‘Circular’innovation is so keenly dependenton
therest of the value chainthat the industry segments see moreand more partnershipsin
this space.
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@ Unknowns

The transition to
circularity in the fashion
industry has been slow
because until recently
garment manufacturers
were only rarely taken

in the development loop
for recycling programs.

Which players in other
sector value chains are
not yet being factored
into the circularity
ideation?
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A representativeresult obtained after conducting avalue-chainreadiness checkfor circularity transformation
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A well-designed value chainreadiness check should be conducted not only during the innovation stage, but also the
commercialization stage of any product or process advancement. Referring again to the packaging industry example, if a
consumer goods company wants to adopt a recycled-content packaging, it would want to know what the impact of the
change on its machinery would be as well. For instance, if a multilayer recycled-containing PE only structure replacesa
PET-PE structure, it would have an impact on the resultant stiffness of the structure and may needto be run at a different
speed at the brand-owner's FFS machine. Even a 5% declinein the FFS speed can be costly for the operator— additional

shifts or additional capex beingrequired to make up for the reduced operational rate.

If aninnovation is launched withouta readiness check acrossthe entire value chain, the
conseguences can sometimes be catastrophic. For example, if a stretch hood usedto
overwrap palletswas transformed to recycle-containing film without testing for transport safety,
a road incident could resultin casualties. In other less complicated situations, results can be
unplanned expenses, stalled launches, unnecessary delays or unrealized potential of
innovations being deployed.

A comprehensive value chain readiness check may seem to be a daunting taskand from the
outside, may appear to be a deterrent to the fast pace of transformation neededin order to
meet the commitments and targets declaredfor circularity. A partnership approach may work
with the immediate upstream and downstream partners of the value chain, but getting inputs
from the customers’ customers or lateralinfluencers like the OEMs may proveto be time
consumingand intermittent. To circumvent such challenges, having external support to
conduct the value chainreadiness check often provesto be wise investment.

The external view pointmay help on multiple fronts—it provides a neutraland a collective
viewpoint fromacross the value chain. Often, the external help is specialized in mapping the
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@ Unknowns

Many sectors remain
divided on how to
approach circularity —
for example, to reduce
chemical use in
agriculture, should we
revert back to pre-
industrial techniques or
accelerate precision
farming techniques?
How could an external
view help a sector
negotiate different
viewpoints?
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transformation pieces and identifying any gaps early-onin the process. Another advantage is the ability to carry out
multiple pieces of the readiness checktogether as the external specialists often have the strength of scaling up project
teams in a short span of time which many corporates have a paucity of.

A potential framework for conducting an early-stage value-chainreadiness

Impetus of change
Gauge what will take for you to drive the value chainto adopt
your solution

e Understand how and where you can influence the value chain
transformation.

e Should you sponsor participation? Or be a technology
providerto existing playersto upskillthem?

Speed of change

Assess the willingness of your value chain partnersto change

and gauge the ease of change

¢ |dentifythe voidsin the value-chainwhichare creating
bottlenecks to complete transition.

e Earmarkwhat change meansfor the rest of the value chain
and determine how smooth or rough the transition can be.

Need to change

Assess if, and how, the value chain will need to adapt their

processes for your solutionto be successful

¢ |sthe currentvalue chainlinear or circular or in transition?
What are the other transformational initiatives in the market?
Should you partner or compete with existing efforts?
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The concept of value chain readiness can not only be used to prioritize internal innovation, but can also be used to gauge
the impact of new disruptors in the industry. While disruption monitoring is now a steady state programacross many
companies, if performed only as a base scan, it can often lead to information noise addinglittle value to the preparedness
of the sponsors of such programs.

A smart disruption monitoring programis best initiated as a scan across several segments of the value chainand then
proceeds to gauge the likely impact of the disruptors identified. In the domains of packaging, textiles, personal care and
homecare, a simple scan of potential disruptors may yield more than 100 candidates. Butis each of those 100-oddideas
likely to make a big impact in the market? Possibly not. Therefore, the identified disruptors must be assessed on aninitial
scale of magnitude vs likelihood of impactbefore a detailed value chain readiness check is initiated as a part of being
future-ready.
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Conclusion

Innovationis key to industry leadership —and currently, there is a rapidly growing expectation that industry leaders from
every sectordemonstrate their capability to transform linear value chains to circular value chains. Uncharacteristically,
sector leaderswill not be able to effect the said transformation by themselves, but by building confidencein the
proposed transformation across the value chain. Thisis only possible whenthe true challenges are heard throughan
in-depth value chain readiness check whichis best performed at early stage innovation gates and throughout the
disruption monitoring process..
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ABOUT EVALUESERVE

Evalueserve is a leading analytics partnerto Fortune500 companies. Powered by mind+machine ™, Evalueserve
combines insights emerging from data and research with the efficiency of digital tools and platformsto design impactful
solutions. A global team of 4,000+ experts collaborates with clientsacross 15+ industries.

CONNECTWITHUS

Connectwith us on +
EVALUESERVE

If you are interested in speaking with Evalueserve about how your organization
can adapt for tomorrow, please contact us at decarbonization@evalueserve.com
or for more information, visit http://www.evalueserve.com/.
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Evalueserve Disclaimer

The information containedin this report has beenobtained fromreliable sources. The output is in accordance with the
information available on such sources and has been carried out to the best of our knowledge with utmost care and
precision. While Evalueserve has no reason to believe that there is any inaccuracy or defect in such information,
Evalueserve disclaims all warranties, expressed or implied, including warranties of accuracy, completeness, correctness,
adequacy, merchantabilityand/ or fitness of the information.
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